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| Tel: (709) 772-4053 
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Tel: (902) 566-7400 
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| Tel: (514) 283-8185 
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Ath Floor 
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Tel: (416) 973-5000 
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330 Portage Avenue 
Room 608 

P.O. Box 981 
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R3C 2V2 


| Tel: (204) 983-4090 
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| 6th Floor 
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Tel: (806) 975-4400 


"Alberta 


_ Cornerpoint Building 


Suite 505 
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Scotia Tower 
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| Tel: (604) 666-0434 
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FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of,.a series of papers which 
assess, in a Summary form, the 
current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested in 
Canadian industrial development 
and serve as a basis for discussion 
of industrial trends, prospects and 
Strategic directions. 


Minister 


Canada 


NeepeeUenSe T RY oh 


PROCESSED FORAGE 


1988 


1. Structure and Performance 


Structure 

The processed forage industry is composed of firms that produce dried 
alfalfa pellets and cubes for animal feed. These products are made from 
forage (principally alfalfa) which has been either artificially dried (dehydrated) 
or sun-cured (field-dried). Dehydrated alfalfa pellets are a common ingredient 
in manufactured compound feeds for farm animals. Sun-cured pellets are 
frequently used as a direct supplement feed without further processing. 
Alfalfa cubes (Sometimes called hay cubes) are primarily used as a dietary 
source of fibre for cattle and horses. 

This industry is made up of more than 30 small firms with total sales in 
excess of $66 million annually. Of this, some $57 million is exported, mostly 
to Japan. A shortage of agricultural land and large livestock populations have 
made Japan a strategic market for North American processed forage. Most 
export sales, particularly for pellets, are co-ordinated by three specialized 
marketing firms. In contrast to alfalfa pellets, which are the major component 
of export sales, about 50 to 60 percent of alfalfa cubes is sold domestically. 
Imports of pellets and cubes are negligible. 

The industry is primarily owned and managed by Canadians and 
employs about 725 persons. Production normally exceeds 450 000 tonnes 
annually for pellets and cubes. Total pellet production is approximately 
280 000 tonnes of dehydrated alfalfa pellets and 70 000 tonnes of sun- 
cured pellets. Alfalfa cubes make up between 20 to 25 percent — 
or close to an average of 100 000 tonnes annually. 

Most of the production occurs in western Canada, with more than 
60 percent of all industry plants and 75 percent of total production located in 
Saskatchewan and Alberta. There are plants in all provinces, however, with 
the exception of Atlantic Canada (a plant in Prince Edward Island has been 
converted to fishmeal production). Alfalfa pellet production is widespread 
across Canada, while cubes are processed mainly in Alberta, with small 
amounts manufactured in Manitoba and British Columbia. 

Industry firms vary in size, although Ontario and Quebec companies tend 
to be small, producing between 2000 to 4000 tonnes annually, mostly for local 
feed mills. These firms account for about 10 percent of national production 
(about 25 000 to 30 000 tonnes). 

Western plants are much larger and currently produce an average of 
15 000 to 20 000 tonnes annually. The annual production capacity of western 
Canadian plants ranges between 5000 and more than 40 000 tonnes. 

Weather conditions dramatically influence alfalfa yields and hence overall 
industry production levels. Winterkill and drought conditions can affect the 
availability of raw plant material. On the other hand, too much rain during 
harvest also hampers processing operations. Weather factors, combined 
with the perishable nature of the product, require firms to make significant 
investments in storage facilities. The short production season and the need 
to supply products year-round make storage critical. 
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The value added in the production process 
is fairly substantial — as a percentage of the value 
of the finished product prior to shipment, It can be 
as high as 75 percent. Dryer fuels, labour and raw 
materials are the major variable processing costs. 

Production costs for cubes, and sun-cured and 
dehydrated alfalfa pellets are roughly similar. 
Although dryer fuel costs are much lower for sun- 
cured products, savings are offset by the costs of 
baling, handling and storing sun-cured materials until 
processing. Dehydrated alfalfa pellets are processed 
right after the forage is cut and hauled from the field, 
so there is no need for baling. Sun-cured alfalfa 
pellets normally sell for 10 to 15 percent less than 
dehydrated alfalfa pellets, which are considered a 
higher-quality product. Cubes can also be made 
from fresh cut forage or from sun-cured materials. 
The quality of raw materials used has a direct impact 
on the quality and price of the finished product. 


Performance 

The industry as a whole has grown significantly 
since the early 1970s. Substantial new investment 
has been concentrated in western Canada, 
responding to demand from Pacific Rim countries 
(principally Japan). 


Alfalfa dehydration began in eastern Canada 
in the late 1940s to serve local markets. A relatively 
stable local supply and demand situation developed 
and has remained unchanged since then. High 
energy and transportation costs keep eastern 
Canadian export sales to a minimum. Confined 
largely to local domestic markets with stiff 
competition from other feedstuffs, production 
and sales in eastern Canada have remained static 
for the past 10 years. 

The industry in western Canada, on the other 
hand, has grown rapidly since the early 1970s. In 
1973, Canadian production totalled approximately 
125 000 tonnes while exports were estimated at 
60 000 tonnes. By 1986-87, total output increased 
to a record 453 000 tonnes and exports had reached 
367 000 tonnes. In the 1987-88 period, aided by 
favourable weather conditions, production exceeded 
490 000 tonnes. The drought of 1988, however, 
reduced raw material availability and production 
levels, particularly in Saskatchewan, although this 
could be offset by some record production levels 
in parts of central and northern Alberta. 

The growing Japanese market has been an 
important factor in the expansion of the western 
Canada processed forage industry. Overall, 
the past 15 years in Japan have seen strong, 
continuous economic growth, with gradual 
adoption of western-style livestock production 
and feeding methods and the expansion of dairy 
and poultry output. As a result, its imports of 
feedstuffs have increased dramatically. 

Canadian industry has successfully provided 
the Japanese market with quality alfalfa products 
(primarily pellets) at prices which are competitive 
with U.S. suppliers — Canada's major competitors. 
Over the past 10 to 15 years, Canada has gradually 
displaced the United States as the major supplier 
of alfalfa pellets to Japan. In 1986, Canada supplied 
300 000 tonnes of pellets out of a total Japanese 
purchase of 330 000 tonnes. 

Although well established in the Japanese 
alfalfa pellets market, industry growth has been 
largely confined to that particular market. The 
Japanese pellet market, however, is showing 
signs of maturing, and attempts to develop other 
Pacific Rim markets, such as the Republic of Korea 
and Taiwan, have had only modest success to date, 
although significant growth Is still possible. 

Sales into the West European market are limited 
because of distance, production costs (which rose 
in the 1970s with higher energy costs), competition 
from other feedstuffs, and the complex feedstuff 
subsidy schemes provided under the European 
Community (E.C.) Common Agriculture Policy. 
Although sales to the United States do occur, 
they are limited by that country's own production 
of processed forage, as well as competition from 
other feedstuffs produced there. 
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Transportation constraints have been more 
of a problem for the Canadian cube industry. The 
United States dominates this market, while Canada 
has only a six percent market share with exports 
not exceeding 40 000 to 50 000 tonnes. 

Unlike the United States, Canada has been 
slower to develop and find market acceptance 
for new products. The Japanese dairy industry is 
rapidly developing as a market for fibre forage 
products longer than a 0.5 cm diameter pellet or a 
2.5 cm cube. There is now greater interest in this 
market and systems to produce new products with 
longer fibre lengths (5 cm to 15 cm) are being 
developed and tested. However, Canada still only 
has less than a one percent share of this market. 

The Japanese cube and long fibre markets 
exceed one million tonnes. They are much larger 
than the market for pellets, and are dominated by 
U.S. suppliers. 

Although the Canadian domestic market Is the 
industry's second largest, expansion of processed 
forage demand is hampered by pressure from 
competing feedstuffs. Widely available other feed 
grains (corn and barley) and oilseed meals (soybean 
and canola-based) which Canada also produces, limits 
opportunities to sell alfalfa pellets. Competition from 
other fibres (corn silage, hay silage and baled hay) 
also constrains cube sales domestically. 

In some years, the industry's before-tax profits 
have exceeded 10 percent of sales. Profits are 
volatile. They depend on the supply and quality of 
inputs as well as the price and supply of competing 
feed commodities (corn and soybean meal). Heavy 
dependence on the single export market of Japan 
for only a few products, adds to uncertainty and 
fluctuations in profitability. 


2. Strengths and Weaknesses 


Structural Factors 

Key factors influencing the industry include 
access to raw materials, energy and transportation 
costs, climatic conditions, availability of containers 
and price and availability of competing products. 

The larger industry presence in western Canada 
is due to certain regional advantages. Lower raw 
material and energy costs provide the industry with 
important low-cost inputs. In addition, lower land 
costs make forage production more viable than in 
other parts of Canada or the United States. For 
example, raw forage material usually costs less in 
northern Alberta and northeastern Saskatchewan 
than alfalfa grown under irrigation in southern 
Alberta, eastern Canada or California. 


Since drying costs are a major portion of total 
operating costs, the relatively cheap natural gas 
in Saskatchewan and Alberta is also an important 
advantage for western Canadian producers. 

Energy shortages and high oil prices forced 
production declines in the E.C., the United States 
and New Zealand in the 1970s. 

Canadian production is more highly seasonal 
than in the United States, where the milder climate 
permits a longer alfalfa growing season. The highly 
seasonal nature of alfalfa production and the limited 
demand for sun-cured pellets force Canadian plants 
to close for part of the year. Cubing operations 
continue for longer periods with stocks of baled hay. 
As well, the U.S. climate and the alfalfa varieties 
grown there allow portable cubing plants to produce 
a bright celery-green type of alfalfa cube that has 
become the preferred standard in Japan. 

In addition, the industry faces a number of 
transportation constraints. Processed forage is 
freight sensitive. Some Canadian Prairie producers 
are farther from the Pacific coast than some of the 
leading alfalfa producing areas in the inter-mountain 
region of western United States. Prairie plants are 
far from the large central Canadian market and, in 
the case of exports, a long way from all-season 
ocean shipping terminals. As a result, the inland 
transportation and handling component of export 
sales is high compared to those of some U.S. 
suppliers, particularly for cube exporters that use 
containers. Canada is not on the major world 
trading routes, so transportation costs to many 
Latin American, European and African destinations 
are higher. For example, costs are lower for U.S. 
shippers who use the Mississippi River system. 
Traditionally, these U.S. shippers have been more 
successful in Europe and Latin American markets. 

Alfalfa cubes and compressed fibre products 
are shipped in containers, while alfalfa pellets can 
be shipped in bulk. Container availability and handling 
costs have been more of a problem for Canadian 
shippers than for their American counterparts. 
These transportation factors have constrained 
product diversification and industry development 
in Canada. Due to the larger U.S. economy and 
greater trade volumes, containers are available in 
greater numbers there. As well, the infrastructure 
for handling them tends to be better developed, 
compared to Canada, where shipments out of 
Vancouver tend to be more bulk commodities 
(grain, coal, etc.). 

The inclusion of alfalfa pellets and cubes 
under the Western Grain Transportation Act (WGTA) 
has enabled Canadian shippers to offset some of 
their high rail transportation costs to ports. These 
same statutory provisions are available for other 
Canadian feedstuffs as well, so that these 
commodities (with which they are in direct 
competition in such world markets as Japan) have 
the same transportation cost advantage as pellets 
and cubes. 
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Canadian suppliers face a demanding and 
technical market in Japan, particularly for alfalfa 
pellets. Sophisticated Japanese trading houses, 
commodity buyers and feed companies constantly 
monitor the world market for prices and supplies 
of competing feedstuffs such as corn, corn gluten 
meal, soybean meal and others. Because these 
prices and supplies fluctuate sharply, Canadian 
dehydrators always face unstable and uncertain 
market conditions. Since they form only a small 
part of the supply side of the Japanese feed market, 
Canadians must follow the price and technical trends 
of this market and best determine how to serve it. 


Trade-related Factors 

In the European Community (E.C.) there are 
no customs tariffs on processed forage products. 
Most feed ingredients, including processed forage 
products, can be imported into Japan duty-free. 

In the United States, forage products have a base 
rate of three percent ad valorem as compared to 
10 percent in Canada. The Republic of Korea has 
a 20-percent ad valorem rate, although on many 
other competing feed ingredients the import duty 
is only seven percent or less, putting processed 
forage at a competitive disadvantage. 

Apart from the Republic of Korea, where tariffs 
have been a problem, other trade-related policies 
emanating from the E.C. and the United States 
in particular, have had a much greater impact on trade 
flows of processed forage and competing feedstuffs. 
In the E.C., trade policies such as high variable import 
levies and high export subsidies (together with 
protein self-sufficiency schemes from which 
domestic dehydrators benefit) have helped to make 
the E.C. a major feedstuff producer, thereby 
dramatically reducing imports from North America. 

In response to E.C. initiatives, recent U.S. 
farm legislation and export policies have focused 
on making American feedstuffs more attractive 
on international markets. While American export 
subsidies such as those offered through the Export 
Enhancement Program are not available to the U.S. 
dehydrated alfalfa industry, American agriculture 
policy has greatly influenced the supply and price 
of competing feed ingredients through a complex 
system of price supports and commodity loan 
programs. As a result, U.S. and worldwide feed 
ingredient prices have been declining through 
much of the 1980s, depressing prices of dehydrated 
alfalfa products and causing U.S. pellet production, 
domestic usage and exports to decline. 

The Republic of Korea imposes a wide range 
of restrictive trade measures on agricultural and 
food products. The government keeps most food 
and agricultural items on restricted lists. It controls 
the quantities of major agricultural products through 
a licence arrangement that restricts imports to 
designated importers. Prior to 1987, import licences 
had not been issued for commercial shipments of 
dehydrated alfalfa products. The system is slowly 
opening towards processed alfalfa imports, but 
government controls are still rigorous and restrictive. 
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Total Shipments and Employment* 


* ISTC estimate 


Non-tariff barriers, in the form of product 
standards, have hampered Canadian access to the 
large Japanese long fibre market. In order to alleviate 
Japanese concerns about potentially importing the 
Hessian fly from North America, the United States 
has signed an agreement with Japan facilitating 
the entry of fumigated, baled hay into that market. 

Canada does not have a similar agreement with 
Japan, so comparable Canadian products cannot be 
shipped there without first receiving a rigorous visual 
examination conducted by Agriculture Canada 
inspectors. In early 1988, however, Japan did agree 
to a protocol to admit the entry of a dehydrated long 
fibre product, which would be packaged and shipped 
without the need for a visual inspection, provided 
that certain conditions are met. 

Under the Canada-U.S. Free Trade Agreement 
(FTA), customs duties on processed forage products 
between the two countries are scheduled to be 
eliminated immediately once the agreement comes 
into effect. Canada has agreed to eliminate WGTA 
subsidies on products shipped to the United States 
through western Canadian ports. However, "in 
transit" shipments to third-country markets through 
U.S. ports would not be affected. 


Technological Factors 

Most of the production technology in Canadian 
plants has been developed abroad. Minor technology 
improvements are generally incorporated into plants 
as they are renovated to improve efficiency. Since 
the industry is a major energy user, some studies 
on alternative fuels and energy conservation have 
been undertaken. 
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The nutritional aspects of alfalfa products and 
optimal feeding practices have been the focus of 
research at universities and Agriculture Canada 
research stations in western Canada. These 
efforts have included test-feeding livestock on 
dehydrated whole plant cereal products and long 
fibre alfalfa products in an attempt to diversify 
industry product lines. 

The industry has also benefited from the 
development of winter-hardy and high-yield alfalfa ° 
varieties as well as improved field management 
practices. Most recently, research has focused 
on methods to combat the Hessian fly and the 
plant species which hosts this insect. Resolving 
Japanese concerns about the possible entry 
of this parasite into Japan is a precondition to 
facilitate the export of a wider range of Canadian 
fibre products to that market. 

The high transportation costs of moving bulky 
tibre products over long distances to export markets 
are a fundamental constraint facing the industry. 
Attempts to improve foreign fibre market penetration 
have focused on the development of reliable 
production equipment (which will manufacture 
a more densely packed product), better packaging 
systems and a low-cost automated production line. 


3. Evolving Environment 


The industry will likely continue to rely heavily 
on export markets. Its object will be to expand the 
already extensive network of export contacts, and 
to obtain an improved, overall picture of market size 
and new market opportunities. 

Alfalfa dehydrators are likely to continue to 
face the uncertainties associated with a heavy 
rellance on Japan, as well as the pressure of 
competing feedstuffs in both domestic and export 
markets. This situation appears to preclude any 
significant market expansion, such as the one during 
the 1970s, unless new markets like the Republic of 
Korea can be developed. In 1987, the Republic of 
Korea did permit the first commercial imports of 
alfalfa pellets, with 2000 tonnes coming from Canada 
and 8000 tonnes from the United States. There are 
indications that larger commercial shipments will be 
permitted in future years. This developing Pacific 
Rim nation represents a large potential market, 
because of sizable livestock populations and limited 
amounts of arable land. 

Product diversification into a wider range 
of fibre products will be an important strategy for 
future industry development. For example, the 
long fibre market in Japan is large, with more than 
400 000 tonnes shipped in 1987, primarily for the 
Japanese dairy market. Worldwide government 
agricultural trade policies and weather conditions are 
likely to remain the major factors determining supply 
and pricing of major feedstuffs, for both processed 
forage products and competing commodities. 
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The FTA is not expected to have a significant 
impact on the industry. Trade in processed forage 
products between Canada and the United States is 
fairly small and both countries export to third-country 
markets. Canada has agreed to eliminate WGTA 
subsidies on products shipped to the United States 
through western Canadian ports. This concession 
could have a slightly negative effect on sales into 
the American market. However, it may be offset 
through slightly larger domestic sales to the western 
Canadian livestock industry as a result of improved 
access to the American red meat market. 


4. Competitiveness 
Assessment 


As a major feedstuff producer and exporter 
of processed alfalfa products, Canada wvill likely 
continue to face limitations in the domestic market 
from other product substitutes. Supplies of forage- 
based, cereal-based and oilseed-based feedstuffs 
are plentiful in Canada. The western industry has 
developed to serve the export market. It should 
remain competitive in that market because of its 
relatively inexpensive supplies of natural gas and 
usually abundant raw materials for processing. 

Distance and transportation costs associated 
with bulky, freight-sensitive products limit 
participation in offshore markets. Climatic 
considerations, problems associated with container 
use and availability, and agricultural and trade policies 
in other countries also pose limits on industry growth. 

The overall impact of the FTA is expected to be 
neutral. Both countries have natural competitive 
advantages in forage-based products and both will 
probably remain major exporters to offshore markets, 
with some limited two-way trade between them on 
a regional basis. 


For further information concerning the subject 
matter contained in this profile, contact: 


Service Industries and Consumer Goods 
Branch 

Industry, Science and Technology Canada 

Attention: Processed Forage 

235 Queen Street 

Ottawa, Ontario 

K1A OH5 


(613) 954-2942 
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1973-74 1982-83 1983-84 1984-85 1985-86 1986-87 

Establishments® ZS 25 29 So So oo 
Employment® N/A sy ie 655 725 725 i250 
Shipments ($ millions)® 8.5 45.6 64.5 66.6 o/.9 66.9 
Volume of pellets (‘000 tonnes)* 12s 242 S815) 381 S25 347 
Volume of cubes (‘000 tonnes)* — 47 By 65 85 106 


ee ie eet ree eee acute 


1973-74 1982-83 1983-84 1984-85 1985-86 1986-87 
Exports ($ millions) ** 6.0 36.6 SAS 47.6 46.9 56.9 
Domestic shipments® 
($ millions) DS 9.0 12.0 19.0 11.0 10.0 
Imports ($ millions) ** negligible 
Canadian market ($ millions)®& DNS 9.0 1220 19.0 11.0 10.0 
Exports as % of shipments 70.6 80.3 81.4 HAS 81.0 85.1 
Canadian share of 
international market (%) 5 25 30 40 35 35 
Destination of exports (pellets only) UES Ee@: Asia Others 
(% of total value) ** 
1981 S 8 89 _ 
1982 S -—— 97 — 
1983 2 2 95 1 
1984 1 — 97 1 
1985 4 = 96 —_ 
1986 4 re) 87 ~ 


(continued) 
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REGIONAL DISTRIBUTION — Average over the last 3 years 


Atlantic Quebec Ontario Prairies B.C, 
Establishments — % of totale 3 S 21 70 3 
Employment — % of total® 1 1 9 88 1 
Shipments — % of total 1 1 9 88 1 
MAJOR FIRMS 
Name Ownership Location of Major Plants 
Tisdale Alfalfa Dehy Ltd. Canadian Tisdale, Saskatchewan 
Parkland Alfalfa Products Ltd. Canadian Zenon Park, Saskatchewan 
; Falher Alfalfa Ltd. Canadian Falher, Alberta 
Tirol Dehydrators Ltd. Canadian Tilley, Alberta 


e ISTC estimate 
* Production year for processed forage industry ends on May 31 rather than 
on December 31. Production volumes are estimates supplied by Alberta Agriculture. 
** Statistics Canada 
N/A Not available 


Digitized by the Internet Archive 
in 2022 with funding from 
University of Toronto 


https://archive.org/details/31/6111/645960 
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